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APPENDIX B - METHODS AND ASSUMPTIONS

]
Below is a description of the key methods and assumptions used for the derivation

of the Demographic Adjustment as well as the basic BLI calculations. The methods
and assumptions utilized in developing the other Adjustments are sufficiently

documented in Section III.

Demographic Adjustment

The three adjustments making up the Demographic Adjustment were developed by
calculating and comparing SFAS 106 costs for sample populations incorporating the
GNP and TELCO demographic characteristics based on the age and service
distribution of GNP and TELCO employees respectively. The calculations utilized
pre- and post-65 per capita claim amounts that bear the same relationships to
each other as do the pre- and post-65 BLIs for GNP and TELCO. All assumptions

other than withdrawal, and retirement age (already discussed) were as follows:

discount rate =~ 8.13%

trend rate = 10.08% in 1991 decreasing gradually to 5.56% for the year
2006 and later

retirement eligibility = 55

amortization period for transition obligation = 20 years

percent married = 65%

BLI Calculations

The calculation of individual plan Benefit Level Indicators used the following

data and methods.

A data base of annual claim amount distributions was used, based on the
experience of 39,436 retirees who participate in employer sponsored post-
retirement medical programs administered by a large national insurance company.

For pre- and post-65 claimants, frequency weights, monetary weights, hospital/
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drug/other ratios and Medicare reimbursements by type were developed. This data
base has 35 claim ranges with average claim amounts in each range from $15 te

$48,753.

>

The calculations also used our data base of the post-retirement medical plan
provisions for 830 private sector employers. For both comprehensive and base
plus plans the following data items were available;

hospital room and board, either as days covered or a percentage

surgical coverage

in-patient physician coverage

out-patient physician coverage

diagnostic coverage

prescription drug coverage, either percentage or flat dollar co-pay

major medical deductibles

major medical co-pay percentage

out-of-pocket maximums

annual/lifetime maximums

Medicare integration method (i.e., carve-out, supplement or coordination of

benefits)

participant and dependent contribution rates

These provisions are available separately for pre- and post-65 claimants.

-51-
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A particular plan’s gross BLI was computed by determining how much the plan would
reimburse at each claim amount in the distribution data base. The reimbursement
amount was determined separately for each type of charge; e.g., hospital, drug,
etc. Medicare reimbursement was taken into account explicitly for each type of
charge based on the form of Medicare integration in the plan. Each reimbursement
was then divided by the corresponding claim to obtain a reimbursement ratio.
These ratios were then weighted by the claim amount weights in the distribution

to determine the gross BLI.

Per retiree contribution rates were then compared to per retiree claim amounts,
and that ratio was used as an offset to the gross BLI to determine the final net

pre- and post-65 BLIs for each company in the data base.

After average pre- and post-65 BLIs had been determined for GNP and TELCO (see
Section III page 11 for methodology), pre- and post-65 weightings were calculated
as the percentages of total SFAS 106 cost associated with pre- and post-65
claims, determined using the same methodology as for the Demographic Adjustment.
These were then applied to the pre- and post-65 BLIs to develop GNP BLI and TELCO
BLI.

By way of illustration, suppose a comprehensive plan pays 80% after a $200
deductible, subject to an out-of-pocket maximum of $1,500. After 65, Medicare

integration is ’‘Supplement’. Participants contribute $10 per month.

In the $4,000 - $5,000 claim range, for example, we find the average claim to be
$4,479. Since this is a comprehensive plan, we derive the pre-65 reimbursement
utilizing the total claim amount, that is (4,479 - 200) times 80%, or $3,423.
The out-of-pocket maximum has not been met. Therefore, the pre-65 reimbursement
ratio in the charge range is 0.7642. The ratios for all ranges are averaged

using weights given by the distribution table to determine the gross pre-65 BLI.

The post-65 reimbursement recognizes Medicare integration, in this example the
method is Medicare Supplement. We determine the breakdown of charges to be
$1,776 for hospital, $567 for prescription drugs, and $2,136 for all other

charges. Total Medicare reimbursement is $2,047 (calculated explicitly froam

&odwx’ns
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Medicare provisions) and is immediately taken out; in this case $1,177 from
hospital, $870 from other medical charges and nothing from drug charges. The
plan provisions are then applied to the balance of $2,432, giving a plan
reimbursement of $1,786 ((2,:32 - 200) times 80%). This produces a post-65
reimbursement ratio of 0.3987 for this claim range. As with the pre-65 case the
ratios for all ranges are then averaged using weights given by the distribution

table to determine the gross post-65 BLI.

The gross BLIs are then adjusted to reflect participant contributions. Our
example here might produce gross BLIs of 0.85 pre-65 and 0.32 post-65. The
participant contribution of $10 per month translates into a reduction in the
gross BLIs of 0.03 pre-65 and 0.04 post-65, giving final BLIs of 0.82 and 0.28

respectively.

NYASZ #157
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Appendix C-1

Appendix C

Par® I: Derivation of the Model

I. Households

All households are assumed to be identical and obtain utility from money
and leisure as well as each of the m produced goods. Each household
solves the following maximization problem

(Al) U*x = max  (CT(M/R)LY - (gn*Ly1l/my
(Ci»MvN)

subject to the constraint that
where

(A3) C = (Z4a,C;(8-1)/8)8/(8-1)
(A4) P = (ziaiapil'g)l/(l-a)

and C; is the consumption of produced good i, P; is the nominal price of
produced good i, M is the amount of money held at the end of the period,
N is the amount of labor supplied, I is the total nominal value of
resources available to the household, C is the bundle of consumption
goods defined by the aggregator function in (A3), and P is a price index
defined in (A4). (Note that the price index P in (A4) is not the fixed-
weight GNP price index. The solution of the model produces prices for
each of the m goods which can then be combined to calculate the
appropriate fixed-weight GNP price index.) The parameters of the
utility function are vy, which equals the share of the household’'s
nominal expenditure on produced goods rather than on money balances; /4,
which is the elasticity of substitution between the consumption of any
pair of goods; ay, 1 = 1,...,m, which indicate the weight of each good
in the household’s utility function; n, which is the elasticity of labor
supply; and ¢ which characterizes the degree of disutility of labor.

The utility function in equation (Al) is additively separable between
(Cy{,M) and N. This separability allows us to solve the household's
maximization problem in two stages. First, we will maximize utility
with respect to C; and M, and then we will choose the utility-maximizing
level of labor supply N. Choosing C; and M to maximize the utility
function in (Al) subject to the constraint in (A2) yields the following
first-order conditions:

(a5) a;C; M/ 0ycr 1L/ 0y o,
(a6) (1-y)CT(M/P) V/P = 4

where p is the Lagrange multiplier on the constraint (A2).
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Combining the first-order conditions (AS) and (A6) yields

(A7) a;Cy Y0y (1-8) /8y o (1-9)p,

Multiplying both sides of (A7) by C; and then summing over all i yields
(AB) Zy PyCy = (v/(1-7)) M

Substituting (A8) into (A2) yields

(4a9) M= (1-m)I

Substituting (A9) into (A7), summing over all i, and using the
definition of the price index in (A4) yields

(Al10) PC = vI

Substituting (A9) into (A7) and then using (Al0) yields the demand for
good i

(a11) ¢; = a8y /B) 091/

Substituting (A9) into (All) yields

a12) ¢, = ag?(py/By v/ -1y )M/R

Having solved for the optimal values of Ci and M, we now solve for the

optimal value of labor supply N. First, substitute the optimal values
of Ci (eq. All) and M (eq. A9) into the utility function in (Al) to

obtain

(A13) U* = max (y7(1-m)1°7(1/p) - (n7*1)1/m)
N

subject to I = wN + rK*¥* + M + x, where n is the (present value of) post-
retirement health benefits to be received by the household.

The first-order condition for labor supply N is

(A14) 7L 1T w/B) = ((n+1)/n) (4817

which can be solved to obtain N*, the optimal amount of labor supplied
(Al15) N¥ = v(w/P)"

where v = [17(1-1)1'7n/(n+1)]"¢'1
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IT. Firms

Each of the m goods is groduced by competitive firms with Cobb-Douglas
production functions. The total production of good {, Y;, is given by
the production function

- Piy l-pt -
(Al6) Y; = AyN;7UKy i=1,...,m

The firms are assumed to be competitive and thus take the nominal price
of their output, Pi' the nominal rental price of capital, r, and the
nominal price of labor, Diw, as fixed. Note that the nominal price of
labor consists of two parts: w reflects the nominal wage rate excluding
the cost of post-retirement health benefits covered by FAS 106. The
factor D; reflects the impact on the cost per unit of labor of post-
retirement health benefits covered by FAS 106. For firms that do not
offer post-retirement health benefits, Dy = 1. For firms that offer
such benefits, Di > 1. Competitive firms choose Ni and Ki to maximize

(Al?) PiAiNip’.Kil-pi - wDiNi - rKi i - 1,...,m

The first-order conditions for labor and capital are

(A18) piPiYi/Ni - WDi i = 1. [P : 1}

(Alg) (l-pi)PiYi/Ki =T i =- 1,...,!!

Given the nominal wage w and the FAS 106 factor Dy, (Al8) determines the

amount of labor demanded in sector i; given the rental price of

capital, (Al9) determines the amount of capital demanded in sector i.
I1I. Market Equilibrium

Equilibrium in the factor markets requires that the aggregate amount of

labor demanded equal the supply of labor and the aggregate amount of

capital demanded equal the supply of capital:

(A20) Z; Ny = N

(A21) ; Ky = K

The amount of money demanded equals the amount initially held by
consumers

(A22) M = M

The amount of good i produced must equal the amount of good i demanded,
so that using (Al2) we obtain

(a23)  Y; = a0 (2 /Ry 0 (1/(1-7))M/P

- 56 =
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Appendix C-4

The nominal value of production must equal the nominal value of total
factor payments, including the (present value of the) cost of post-
retirement health benefits,

The nominal value of total resources available to the household, I,
equals the initial holding of money M  plus capital income rK*, wage
income, WEZ;N;, and the present value of post retirement health benefits
r = wl:.(D -i)N so that

iV i i
(A25) I = M*¥ + rK* + wziDiNi
The solution to the model consists of the equilibrium conditions (A20) -
(A25), the production functions (Al6), the labor demand equations (Al8),

the capital demand equations (Al9), and the definition of the price
index (A4).

- 57 -
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Part II: Calibration of the model

The model is calibrated so that in the absence of FAS 106 it yields an
allocation of labor across sectors that matches the actual allocation of
labor across sectors. It is also calibrated such that in the absence of
FAS 106, all nominal prices are equal to one.

Inputs to the calibration procedure:

n, the elasticity of labor supply

#, the elasticity of substitution between the consumption of any two
goods

v, the share of nominal expenditure devoted to produced goods
No*, the initial total amount of labor to be allocated across sectors
K* 6 the fixed total amount of capital to be allocated across sectors

Py the share of labor in total cost in sector i

Dy, the FAS 106 cost factor in sector i (equal to 1 in the absence of
FAS 106)

sNi - Ni/N*, the fraction of labor employed in sector i

In the initial calibration, all nominal prices are set equal to one
(Bl) Py =1, i=1,...,m

(B2) P=-1

The amount of labor initially used in each sector follows directly from

the fraction of the labor fogce employed in sector i, s i and the total
amount of labor employed, N,

(B3) N; = s8N N* t=1,...,n

Define sYi = P;Y;/Z;P;Y; to be the share of sector i's output P,;Y, in
total output Z;P;Y;. Then using the labor demand equation (A18§ and the
fact that the total amount of labor employed is N,”, it can be shown
that

(B4) SYi - (Disni/ﬁi)/zi(DisNi/Pi) i=1,...,m

Using the capital demand equation (Al9) and the fact that the total
amount of capital used is K, it can be shown that

(BS) Ky = [(1-py)s¥{/E{(1-p)s ] K* i=1,....m

Normalize A; = 1 so that the production function in the first sector is
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1, 1-p1
(B6) Y, = Ny PRy

Using Yl from (B6), the.nominal wage and the nominal rental price of
capital can be determined from the first-order conditions (Al8) and
(A19) for sector 1 to obtain

(B7) w = p1Y P1/(DyNq)

(B8) r = (1-p1)Y{Py/Kq

Now calculate v in the labor supply curve (eq. AlS) as
(89) v = N, (/)"

To calibrate Ay, i=2,...,m, substitute the production function (Al6)
into the first-order condition for labor (Al8) and set Pi = 1 (eq. Bl)
to obtain

(B10) A; = (Dyw/py)(Ny/Ky )L 7P i=2,....0

Now set all prices equal to 1 in the equilibrium condition (A23), and
use (A22) to obtain

(B11) ¥ = ay? (v/(1-y)H*

Summing (Bl1l) over all i we obtain

(12) =¥y = (1/(L-7)M" Zya,’

Now observe that with P = Pi = 1 for all i, equation (A4) implies that
(813) Zyayf - 1

Substituting (Bl3) into (B12) and rearranging yields

(Bla) Mx = ((1-7)/7) TgYy

Finally, substituting (Bl4) into (B1l) and recalling that when Pi m P =
1, s°y = Y;/Z¥;, we obtain

(B15) ayf =¥, 1a-1,....m

- 59 -
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Highlights

(Dollars in Millions, Except Per Share Amoilts) 1991 1990 Change

For the Year
Operating revenues:

Communications and Related Services $11,643.9 $11,525.3 + 1%
Financial and Real Estate Services 635.8 772.7 — 8%
$12,279.7 $12,298.0 —

Income before cumulative effect of change in

accounting principle $ 1,331.6 § 1,31255 + 1%

. *Net income (loss) $ (2220 $ 1,312.5 —117%

At Year-End
Total assets $27,881.6 $27,998.5 —
Long-term debt $ 7,959.5 $ 8,171.1 — 39
Shareowners’ investment $ 7,831.3 $ 8,930.0 — 12%
Number of employees 75,700 81,600
Number of shareowners of record 1,098,000 1,151,000
Per Share
Income before cumulative effect of change in

accounting principle $ 341 $§ 338 + 1%
Net income (loss) $ (.53) $ 338 —116%
Dividends declared $ 252 $ 236 + 7%
Net book value at year-end $ 1977 $ 2271 — 13%
Market price range $ 5414-43 $571%-3914
Other Data
Return on average common equity 2.9% 14.8%
Additions to plant, property and equipment $ 2,594.1 § 2,616.8 — 1%
Weighted average number of common shares and equiva-

lent shares outstanding (in millions) 394.8 393.6

*Results were affected by a one-time, non-cash, after-tax accrual of approximately 81.55 billion to adopt a new accounting
standard on health and life insurance benefits for retirees. By January 1, 1993, all large corporations must adhere to the
new rule: Statement of Financial Accounting Standards No. 106. The charge represents the present value of health and
life insurance benefits accumulated by active and retired Bell Atlantic employees through December 31, 1990.




A Message from the Chairman

TO OUR SHAREOWNERS:

As you can see, we're communicating with you
in a new way this year.

We've listened to what you told us about
what you—the owners of the business—need to
know. We've taken into consideration the environ-
mental costs of producing a traditional “Annual
Report” for our huge shareowner base. And we’ve
considered our own *‘best cost” commitment that
every dollar we spend be devoted to meeting cus-
tomer and shareowner requirements.

As a result, we have tried to respond to your
information requirements in the most easy-to-use,
cost-effective, and environmentally responsible for-
mat possible:

e You have in your hands this year’s Annual Re-
port—which contains this chairman’s message,
with a strategic overview of Bell Atlantic and
our major lines of business; highlights of our
1991 performance; and full and complete fi-
nancial statements for 1991,

o In this mailing, you also received the 1991
Proxy Statement. [See box below for more de-
tails.}

We offer this new format as one small exam-
ple of our commitment to prudent management,
on the one hand, and constant innovation, on the
other. In an era of increasing competition and eco-
nomic recession, I believe that both those character-
istics will be vital to our continued growth and suc-
cess.

1991 Financial Review

he recession affected our business volumes in

1991, constrained revenue growth and put a
premium on expense control. At the same time,
the competitive environment for communications

and information services grew more dynamic, re-
quiring that we continue to make bold strategic de-
cisions to position ourselves for leadership over the
long term.

Our 1991 results reflect both short-term pres-
sures and long-term initiatives. Due primarily to
the recession and price reductions, total operating
revenues were about level with last year’s. Income
before a change in accounting principle was up 1.5
percent. As testimony to our ability to control our
costs, total operating expenses for the year grew
less than 1 percent over 1990 levels. Moreover,
1991 expenses include one-time charges attribut-
able to our early retirement program, which re-
duced our management force by more than 3,200
and will result in future, on-going cost savings.

Our bottom line was affected by a one-time,
non-cash, after-tax charge of approximately $1.55
billion for the adoption of new accounting rules
for retiree health and life insurance benefits, which
resulted in a loss of $222.7 million for the year.
While all large U.S. companies will have to imple-
ment this new accounting standard by 1993, we de-
cided to put this requirement behind us and stay
ahead of the curve by recognizing the true costs of
health care expenses in operating results.

Given the climate of economic uncertainty
and the modest growth in access lines, we are
pleased with our 1991 performance—steady operat-
ing results, our eighth straight dividend increase,
and a solid record of expense control—and we are
cautiously optimistic about an economic recovery
in 1992. More broadly, the strategic initiatives we
undertook in 1991 put us in a good position for
long-term earnings growth and sustainable compet-
itive advantage in the giobal market for informa-
tion and communications services.

All 1991 shareowner publications have been produced using recycled paper. The combined cost of
producing these publications is less than a third of the cost of our traditional annual report and proxy.

In addition to the annual report and proxy package that is being sent to all shareowners, we have
also produced a limited quantity of a full-color publication—*“1991: A Year in Review”—for more
general information purposes. If you wish, you may request this publication by writing to us at P.O. Box
44027; Jacksonville, FL 32232-4027. Please include your name, return address, and Social Security
number with your request. Allow six weeks for delivery.
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Strategic Overview

Our basic business strategy is designed to help
us realize our corporate vision: to become a
leading international communications and wforma-
tion-management company. Our approach to
achieving that vision has been consistent. In our
regional markets, we aim to be the undisputed
leader in each of our strategic businesses. And to
achieve global leadership, we are aggressively pur-
suing opportunities in national and international
markets where our core competencies will allow us
to achieve pre-eminence. We focus our resources
on certain key strategic businesses—network serv-
ices, wireless communications, international, and
business systems.

In 1991, we made a great deal of progress to-
ward our vision:

e We continued to invest at high levels in our
core landline telephone network. We are well
on our way to transforming what were once
“utility” businesses into highly effective, cus-
tomer-focused enterprises with new and ex-
panding revenue streams.

o Bell Atlantic Mobile Systems already is one of
the largest celluiar carriers in the U.S. With
our pending merger with Metro Mobile CTS,
Inc.—one of the nation’s premier independent
wireless companies—Bell Atlantic truly will
have a major strategic position in the second
dominant communications technology of the
1990s. This transaction will dilute earnings
per share in the near term but greatly expand
our growth potential for the long term.

e  We continued to look for investment opportu-
nities in high-growth markets that allow us to
apply our expertise in the building and man-
agement of complex communications net-
works, both at home and abroad. To provide
the capital required for such strategic invest-
ments, we have de-emphasized our financial
services operations and repositioned or di-
vested some non-strategic businesses.

e  And through a comprehensive program of
total quality management involving thousands
of training hours and reaching every em-
ployee in our company, we are making a stra-
tegic investment in our people to equip them
with the skills, the knowledge, and the author-
ity to address customer requirements and im-
prove their work processes.

1991 in Review

nere is a look at our 1991 accomplishments and
strategic thrust in each of our principal lines

of business.

Network services
In a number of important ways, our network

services companies ended 1991 in a strong competi-

tive position:

e  We successfully marketed several new net-
work products and services for the consumer
and small business markets, and our results
demonstrate that demand for these services is
strong and growing, even in a recessionary
climate.

e  We continued to demonstrate how informa-
tion technology can improve the quality of life
in a wide variety of ways: in education,
through *“distance learning” applications that
extend scarce educational resources; in social
patterns, by facilitating such alternate work ar-
rangements as telecommuting; and in medi-
cine, by providing the technology for remote
diagnostics.

e  We won several important government con-
tracts, including one worth $600 million over
10 years to modernize the telecommunications
system for the U.S. Department of Defense,
using state-of-the-art ISDN technology.

e We reduced our management force through
an early retirement program. Our telephone
companies now have fewer than 40 employees
per 10,000 access lines—the most productive
of all the regional Bell companies and among
the most efficient telephone companies in the
world.

e And we made progress in changing regulation
to reflect competitive realities. -

Our strategy in network services is to expand
our leadership in the key areas that will enable us
to grow profitably in the 1990s, such as regulatory
reform, technology, new product introduction, and
cost and quality competitiveness.

Bell Atlantic is among the most successful of

the regional Bell

companies in achiev-
80,801 ing regulatory re-
form that truly incor-
73,737 porates the require-
ments of an increas-
68,503 ingly competitive
communications en-
vironment. We have
been able to imple-
ment innovative reg-
Number of network services employees  ulatory reform plans

'84 '87 91
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in several of our jurisdictions that provide predict-
able rates for basic services, encourage the introduc-
tion of new products and services, provide incen-
tives for the building of a modern communications
infrastructure, and allow shareowners to earn an
appropriate return on their investment.

Because of these innovative plans, we have
been able to maintain high levels of service fot tele-
phone ratepayers while retaining more of what we
earn on competitive services. This allows us to in-
vest aggressively in state-of-the-art communica-
tions technology. We have invested more than $18
billion since divestiture in network modernization
and growth—including digital switching, software
controls, and thousands of miles of fiber-optic ca-
ble—making us a national leader in introducing
new technologies.

Technology leadership creates another kind of
leadership, in the introduction of new services. Us-
ing “intelligent network” technology, we have in-
troduced more than 25 new products and services,
and, with the landmark decision allowing us to
compete in the field of information services, we are
evaluating scores of opportunities to introduce
even more. We expect that, together, these new
products and services—which include Bell Atlan-
tic ® IQ5™ Services like Caller ID and Return Call,
voice messaging services like Answer Call, and
data services like ISDN—will generate between
$600 miltion and $900 million in new revenues by
the middle of the decade.

Already, the margins from these new services
are fueling Bell Atlantic’s growth. In 1991, de-
mand for IQ Services and other intelligent network
services was extremely healthy: revenue from these
services more than doubled and their customer
base grew by more than two-thirds. Subscription
rates for Caller ID and Return Call were particu-

We have invested $18 billion in network
modernization and —ma us a national
leader in introd “technologies.

larly gratifying. In addition, the number of times
customers took advantage of our “pay-per-use” of-
ferings—4.5 million individual uses per month—in-
dicates the mass market appeal of these convenient
calling features.

It is our leadership in intelligent network tech-
nology and our low-cost position that will enable
us to meet the challenges of an increasingly compet-

itive marketplace for local exchange services. It
also will be the springboard for our leadership in
the next wave of new communications services:
broadband. We are already investing in the next
generation of fiber-optics, compression technolo-
gies, and other advances. This leadership position
will enable us to expand permanently the capacity
of our network to generate new services, broaden
our revenue streams, and fuel earnings growth
over the long term.

Wireless

1991 was a positive year for Bell Atlantic Mo-
bile Systems:

e At the end of the year, Mobile Systems, either
directly or through subsidiaries and partner-
ships, had 22.1 million “populations served”
(POPs) in 10 metropolitan statistical areas.
We also have 2.6 million POPs in 16 rural serv-
ice areas.

e Despite the recession, our subscriber base
grew by 22.6 percent, to 315,000 at year-end.

But the big news in 1991 was the announce-
ment of our intention to merge with Metro Mobile
CTS, Inc. With this
agreement, Bell At-
315,000 | lantic stated loud
and clear that we in-
188,500 tend to be a pre-emi-
nent provider of
wireless services.

67,000 The transaction will
be accomplished by
, 2o , the merger of Metro
1 1% 1 % | | Mobileintoa Bel

Growth in Bell Atlantic
Mobile Systems customers

Atlantic subsidiary
for a price of
roughly $2.45 billion, involving issuance of about
one share of Bell Atlantic for every two of Metro
Mobile.

This transaction does several things for us
strategically.

e It will give us a much larger footprint in a
high-growth communications business for the
’90s. With the addition of more than 11
million POPs in the northeast, the southeast,
and the southwest, we will become one of the
largest cellular carriers in the nation, with the
most extensive network coverage on the east-
ern seaboard.

o  The technological and market leadership we
gain positions us perfectly for the high-growth
world of personal communications services.
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Another step toward establishing our national
presence was the signing of a letter of intent for
the development and implementation of a nation-
wide cellular brand idéatity by Bell Atlantic Mo-
bile Systems, along with four other leading obile
communications carriefs.

We believe that, as wireless services become
more valuable to customers, we are rapidly ap-
proaching the era of truly universal wireless serv-
ice. We are estimating annual customer growth in
wireless of as much as 30 percent, versus 3 percent
access line growth for landline.

Given our experience in managing our exist-
ing wireless operation profitably, we believe we
have the right vision, the right strategies, and the
right operational capabilities to make Metro Mo-
bile and Bell Atlantic Mobile Systems into the best
wireless carrier in the United States.

International
We had an exciting year in 1991 in our inter-

national operations, putting us well down the road

to realizing our vision:

e  Our initial public offering of shares in
Telecom Corporation of New Zealand was
highly successful, netting a gain of $74 mil-
lion and confirming the value of our perma-
nent investment in that company. We will con-
tinue to evaluate privatization opportunities
as they occur around the world.

e  We inaugurated cellular service in Czechoslo-
vakia by placing the first call on the new cellu-
lar system we built along with the Czech and
Slovak governments and U S WEST.

e  We are consulting on various telecommunica-
tions projects with telephone companies
around the world, and we recently announced
plans to form a joint venture with STET, the
Italian phone company, that would create an
advanced strategic software company in Italy.

e  We re-aligned our European computer mainte-
nance business iato a joint venture with Inter-
national CompiiSers Limited (ICL), one of
Europe’s largest computer firms.

Qur basic approach in international is to ex-
pand our communications franchise by extending
the strengths of our domestic business in network,
wireless, and business systems.

We look for international opportunities with
the potential to add to shareowner value, a favora-
ble regulatory environment, government stability,
and significant market development opportunities.
We also look for areas where there are multiple
business opportunities and strong potential for forg-
ing key strategic alliances.

Business systems and other capabilities

Our strategy in business systems is to provide
customers with high-value solutions to business
problems through systems integration, applications
software, and computer services. We are develop-
ing our capabilities in markets where we have or
can build technical expertise and an in-depth
knowledge of customer requirements.

e  Our systems integration joint venture with
American Management Systems signed an
agreement with NuMedia Corporation in
1991 that enables us to offer customers such
multimedia features as full motion video on a
personal computer. We are the first outside
vendor to work directly with Digital Equip-
ment Corporation to develop and market a ver-
sion of Digital’s popular computer protocol
through our software systems company. And
our computer services company announced
partnerships with Amdahl and NCR to pro-
vide single-source multi-vendor services.
These are in addition to partnerships already
formed with manufacturers and systems inte-
gration industry leaders such as Sun
Microsystems, Dell, and SunGard.

e In our target markets, Bell Atlantic
Healthcare Systems added 23 new hospitals
and other health care institutions to its cus-
tomer base, just over a year after we launched
the company by acquiring a leading health
care information systems supplier. We are
also actively seeking joint ventures and strate-
gic alliances in the government, education and
utility markets, areas where we see strong de-
mand for the movement and management of
information.

We continue to de-emphasize our financial
services business, particularly our computer sys-
tems leasing division, and have confined real estate
development largely to internal requirements.

We believe that, together, our international,
wireless, and business systems lines of business will
produce about 20 percent of our revenue stream in
five years and will account for about half of our
net income growth.

Outlook for the 1990s

perhaps the most positive development in 1991
was the wide and growing support the Bell
companies gained in our drive to be full partici-
pants in the information age. We were particularly
pleased by the Court of Appeals’ ruling that per-
mits us to enter the information services market;
the FCC’s proposal to allow telephone companies
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to offer video dial-tone services; and the movement
of a bill on manufacturing relief through the Sen-

ate.

We are confident that we have built a com-
pany that can thrive in an increasingly open®™nar-
ketplace—one that can do what competitive compa-
nies do: innovate constantly, set ever-higher stan-
dards of customer satisfaction, and respond to cus-
tomer needs more quickly than competitors.

Connecting customers with what they want, when
they want it will be a major source of revenue
growth for information and communications compa-
nies—a capability that is at the very heart and
soul of our business.

In our view, the full range of customer require-
ments in the communications marketplace of the
next decade can only be served by an intelligent
broadband network that is available to all custom-
ers and easily accessible to all information service
providers.

Connecting customers with what they want,
when they want it will be a major source of revenue
growth for information and communications com-
panies—a capability that is the very heart and soul
of our business. As fiber-optics and digital switch-
ing speed the evolution of our switched network
architecture, we are rapidly building a universal in-
formation highway that facilitates individual cus-
tomer choice, control, and convenience.

Our intelligent broadband network will pro-
vide widespread benefits. On the individual level, it
will expand personal choice by stimulating the wid-
est possible array of innovative services for consum-
ers. On a broader level, 2 modern communications
infrastructure will enable businesses to manage in-
formation for competitive advantage in global mar-
kets. And because broadband technology will stim-
ulate revenue-generatimg new products and servic-
es, it will be a source of growth in shareowner
value for Bell Atlantic’s investors.

We are actively seeking strategic partnerships
with newspaper publishers, cable TV operators, me-
dia companies, and other information services pro-
viders to maximize our ability to satisfy the
public’s growing demand for new services. As regu-
latory and legislative barriers to our full participa-
tian in the video marketplace fall, we are encour-
aged by the interest these information service
providers show in using our network for the distri-
bution of their services.

It is vital that the benefits of the information
age not be denied to the American public any fur-
ther by any legislation designed to exclude the Bell
telephone companies from the marketplace for
video and information services. Several bills cur-
rently under consideration in Congress (for exam-
ple, HR 3515, sponsored by Rep. Jim Cooper, and
S 2112, sponsored by Sen. Daniel Inouye) seek to
undo the progress made when the Court of Ap-
peals ruled in 1991 to allow us to enter this mar-
ket. Bell Atlantic is vigorously opposing “‘roll-
back” legislation, and we urge you to do the same.

In our judgment, not all communications
providers will benefit equally from the new op-
portunities inherent in a more open marketplace.
Leadership begets leadership—in technology, in in-
novation, in quality improvement. Because of our
dedication to quality, to a “best cost” spending po-
licy, and to learning the behaviors and conventions
necessary to functioning as a high-performing
team, we believe we have a secret weapon in our
pursuit of excellence—a way of working together;
a unity of purpose; and an atmosphere of account-
ability, communication, and teamwork that will
help us succeed where others have not.

That secret weapon—which we call “the Bell
Atlantic Way”—will give us the competitive edge
we need to benefit from the fundamental changes
taking place in the communications industry.

Raymond W. Smith

Chairman and Chief Executive Officer
Bell Atlantic Corporation

March 2, 1992
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BELL ATLANTIC CORPORATION AND SUBSIDIARIES

SELECTED FINANCIAL AND OPERATING DATA
(Dollars in Millions, Except

Per Share Amounts)

> 1991+ 1990** 1989*°* 1988 1987

Operating revenues ................ $12,279.7  $12,298.0 $11,448.6  $10,880.1 $10,747.3
Operating income ................. $2,5254 $ 2,609.6 $ 2,012.8 $ 2,2445 $ 2,382.7
Income before cumulative effect of

change in accounting principle. . ... $ 1,331.6 $ 1,312.5 $ 1,074.5 $ 1,316.8 $ 1,240.4
Net income (loss) . . ................ $ (222.7) § 1,3125 $ 1,0745 $ 1,316.8 $ 1,240.4
Income before cumulative effect of

change in accounting principle per

commonshare .................. $ 3.41 $ 3.38 $ 2.7 $ 3.32 $ 312
Net income (loss) per common share . $ (.53)) % 3.38 $ 271 § 332 $ 312
Cash dividends declared per common

share - .....covviiiiieniien, $ 252 $ 236 $ 220 § 204 3 1.92
Return on average common equity . .. 2.9% 14.8% 11.7% 14.5% 14.4%
Book value per common share . ...... $§ 1977 § 2271 $§ 21.78 . $23.29 8§ 22,07
Totalassets.............covevnnnn. $27,881.6  $27,998.5 $26,219.7  $24,729.2 $23,553.0
Additions to plant, property and

equipment..............c...un... $ 2,594.1 $ 2,616.8 $ 2,628.1 $ 2,619.5 $ 2,423.2
Long-termdebt ................... $ 7,959.5 $ 8171.1 $ 7,720.6 $ 65572 $ 6,741.5
Debtratio...........coovvvvennn.. 56.0% 54.7% 52.4% 47.0% 46.4%
Shareowners’ investment............ $ 7,831.3 $ 8,930.0 $ 8,590.6 $ 9,176.7 $ 8,741.9
Network access lines (in thousands) . . 17,750 17,484 17,056 16,541 16,056
Employees at year-end ............. 75,700 81,600 79,100 81,000 80,950

* Results of operations for 1991 include an after-tax charge of $1,554.3 million ($3.94 per share) for the
transition effect of the change in method of accounting for postretirement benefits other than pensions
discussed in Notes 1 and 9 of the Notes to Consolidated Financial Statements. Income before the
cumulative effect of the change in accounting principle for 1991 was increased by $74.1 million ($.19 per
share) as a result of the sale of a portion of the Company’s investment in Telecom Corporation of New
Zealand Limited discussed in Note 13 of the Notes to Consolidated Financial Statements.

** Net income for 1990 was reduced by $60.0 million (3.15 per share) as a result of the revaluation of the
Company’s investment in its Financial Services business, as discussed in Note 3 of the Notes to
Consolidated Financial Statements.

*** Net income for 1989 was reduced by $75.7 million (3.19 per share) due to a change in the method of
accounting for postretirement health care benefits of associate employees of the Network Services
companies and by $244.8 miilion ($.62 per share) for restructuring and other charges discussed in Note
3 of the Notes to Consolidated Financial Statements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS
AND FINANCIAL CONDITION

Results of Operations

Demand for both traditional and wireless telecommunications in the mid-Atlantic region was negatively
affected by the weakened economy in 1991. Although moderate volume growth was achieved, the rates of
growth fell below historical levels. Despite recessionary and competitive pressures on revenues, Bell Atlantic
Corporation (Bell Atlantic or the Company) was able to modestly improve earnings in 1991 through
significant cost-containment efforts.

During 1991, Bell Atlantic initiated several strategic actions consistent with its commitment to long-term
financial growth. Those actions included entering into a merger agreement with Metro Mobile CTS, Inc.
(Metro Mobile), the nation’s second largest independent owner and operator of cellular telephone systems;
inauguration of cellular service in Czechoslovakia; and the securing of several large contracts utilizing
Integrated Services Digital Network (ISDN) technology. Also, in an effort to sustain its position as a low-cost
provider of telecommunications services, the Company achieved a sizeable force reduction through a
retirement incentive program offered to eligible management employees.

Bell Atlantic also elected to adopt, effective January 1, 1991, Statement of Financial Accounting
Standards No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions” (Statement
No. 106). In conjunction with this adoption, the Company recorded a one-time, non-cash, after-tax charge of
$1,554.3 million representing the actuarial liability for postretirement health and life insurance benefits
attributable to prior service of retired and active employees.

Income before the cumulative effect of the change in accounting for postretirement benefits other than
pensions increased over 1990 by $19.1 million, or $0.03 per share, representing increases of 1.5% and 0.9%,
respectively. These 1991 results included a gain associated with the initial public offering of shares of Telecom
Corporation of New Zealand Limited (Telecom), which was more than fully offset by charges associated with
the retirement incentive program, related restructuring expenditures, and other corporate initiatives in
support of long-term financial objectives. The ongoing benefit costs associated with the adoption of Statement
No. 106 also reduced 1991 earnings.

OPERATING REVENUES

Local service revenues are generated by the telephone subsidiaries from the provision of local exchange,
local private line, and public telephone services. Revenues in both 1991 and 1990 were increased by growth
in network access lines and higher demand for intelligent network services. Growth in access lines,
particularly business lines, was adversely impacted by the weakened economy, as growth rates fell below
historical levels. Average access lines grew 1.8% in 1991 and 3.0% in 1990. In addition to the effect of the
moderate volume increases, local service revenues were increased due to a variety of intelligent network
services offered by the telephone subsidiaries. Revenues from these services grew approximately $70 million
or 12% in 1991, compared to growth of approximately $66 million or 13% in 1990. In addition, local service
revenues in 1991 increased due to $20.8 million of surcharge revenue recorded by The Bell Telephone
Company of Pennsylvania (Bell of Pennsylvania) in connection with the recovery of the added expense related
to the intrastate impact of tax legislation enacted during 1991 in Pennsylvania. 1991 revenues also included
approximately $15 millon recognized by New Jersey Bell Telephone Company (New Jersey Bell) associated
with the implementation of enhanced 911 service. 1990 local service revenues included an additional $24.1
million due to the recognition of revenues by Bell of Pennsylvania in connection with the retroactive
recoupment of costs incurred to provide discounted employee telephone service, offset in part by an §11.4
million reduction in revenues related to settlements reached between Bell of Pennsylvania, the Pennsylvania
Attorney General, and the Office of the Consumer Advocate in connection with an inquiry into Bell of
Pennsylvania’s past sales and marketing activities.

Network access revenues are received from interexchange carriers (IXCs) for the use of local exchange
facilities in providing interstate and intrastate long-distance services to their customers and from end-user
subscribers. Switched access revenues are derived from usage-based charges paid by IXCs for access to the
Company’s network. Special access revenues arise from access charges paid by subscribers who have private
lines, and end-user revenues are earned from local exchange carrier customers who pay a flat monthly charge,
per access line, for access to the network.
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Effective January 1, 1991, the Federal Communications Commission (FCC) adopted price cap regulation
and lowered the authorized rate of return for interstate access services from 12.0% to 11.25%. Price caps, a
form of incentive regulation, limit prices rather than profits. The FCC’s price cap plan includes a sharing
provision whereby interstate earnings above certain thresholds are shared equally with customers, while
earnings above substantially higher threshold®are returned entirely to customers. Sharing occurs in the form
of temporary prospective rate decreases. The telephone subsidiaries reduced their rates for interstate access
services on January 1, 1991 to reflect the lower authorized rate of return. In their first Annual Price Cap
Tariff filing, effective July 1, 1991, the telephone subsidiaries further reduced their rates. These two rate
reductions, net of lower support obligations to the National Exchange Carrier Association pool, reduced 1991
revenues by approximately $47 million.

Network access revenues decreased 1.6% in 1991 after increasing 6.9% in 1990. Growth in access
minutes of use was 3.6% and 7.0% in the respective periods. The slowing in the rate of volume growth in
1991 resulted primarily from the weakened regional economy. Revenue increases in 1991 related to this
volume growth were substantially offset by the above-mentioned rate reductions. Revised estimates of access
revenue liabilities had the effect of decreasing 1991 revenues by approximately $60 million compared with
1990. Those adjustments, recorded primarily in 1990, resulted in increases in revenues in 1990 when
compared with 1989.

Toll service revenues declined 0.3% in 1991 after 2.09% growth in 1990. Volumes decreased in WATS
and private line service in both years. These volume decreases were offset by 1.8% and 4.8% growth in toll
message volumes in 1991 and 1990, respectively. Toll messages began a slower growth trend in the fourth
quarter of 1990, which continued throughout 1991. Revenues for 1991 also included $7.7 million of surcharge
revenue at Bell of Pennsylvania associated with the aforementioned recovery of additional expenses related
to the intrastate impact of tax legislation.

Other Network Services operating revenues include amounts earned from directory advertising, billing
and collection services provided to IXCs, and premises services such as inside wire installation and
maintenance. Directory advertising revenues were adversely impacted by the weakened economy and
increased 4.0% compared with 5.9% in 1990. Premises services revenues increased 5.1% and 20.0% in 1991
and 1990, respectively. While higher rates increased revenues in both years, the 1990 increase was largely a
result of the introduction of enhanced wire maintenance plans during that year. Billing and collection
revenues decreased $47.3 million and $6.6 million in 1991 and 1990, respectively, due primarily to lower rates
and reductions in services provided under long-term contracts signed with two IXCs during 1990.

The increases in the provision for uncollectibles in 1991 and 1990 were primarily a result of the weakened
regional economy.

Other Communications and Related Services includes revenues from the Company’s domestic and
international operations in cellular mobile communications, computer maintenance, software and
development support, systems integration, and telecommunications and data processing equipment sales and
consulting. These revenues grew 1.7% in 1991 compared with 41.4% in 1990. The 1990 increase was due
primarily to the acquisition of the third-party maintenance business of Control Data Corporation. Both 1991
and 1990 reflected revenue increases resulting from continued expansion of the Company’s cellular customer
base, although the rate of growth has slowed. Declines in average cellular usage per customer occurred in
both years, due to comtinued penetration into the lower uss se, casual-user customer market, and the impact
of the weakened economiy. Increases in both 1991 and 1940 reflect the inclusion of revenues from the June
1990 acquisition of the mid-Atlantic PBX operations of Northern Telecom, Inc. (Northern Telecom). 1991
revenues also reflect growth-related increases in business volumes at the software development subsidiaries.
Substantially offsetting these increases in 1991 were lower levels of international telecommunications
consulting and the effect on revenues of the July 1991 transfer of the Company’s European computer
maintenance business to a joint venture with International Computers Limited. Revenues in 1991 were also
adversely impacted by lower volumes at the Company’s third-party computer maintenance business due to
competitive pressures and the weak economy.

The 1991 decline in revenues from the Financial and Real Estate Services companies was principally
due to the Company’s continuing de-emphasis of this business segment, as well as the impact of the fourth
quarter 1990 sale of Bell Atlantic Computer Products, Inc. (Computer Products), a former subsidiary
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engaged in the sale and leasing of computer equipment. 1990 revenues were greater than in 1989 principally
due to increases in the leased asset portfolios of the lease financing subsidiaries.

OPERATING EXPENSES

Employee costs consist of salaries, wages and other employee compensation, employee benefits, and
payroll taxes. During 1991, the Company offered a retirement incentive program to eligible management
employees electing early retirement from the Network Services companies and certain other subsidiaries.
Under this r-sgram, approximately 3,200 employees retired on December 15, 1991.

Employee costs increased by $175.5 million or 4.7% in 1991. A "% increase in salaries and wages resulted
from annual wage increases provided for in the labor contracts cos. ng associate employees in the Network
Services companies, as well as salary progressions for management and other administrative employees. These
increases were partially offset by the effects of hiring freezes and reductions in overtime at the telephone
subsidiaries, lower accruals for performance awards and workforce reductions at certain unregulated
subsidiaries. Pension and benefits expense increased 14% in 1991 due primarily to the increases in the costs of
providing health care benefits to active and retired employees. This increase included approximately $55
million related to the adoption of Statement No. 106. The Company continued to address the increase in cost
caused by health care inflation through implementation of certain medical cost-containment initiatives in 1991
as permitted by labor agreements. Additional cost-sharing arrangements affecting management employees
retiring after December 31, 1991 were also announced during 1991 as part of the Company’s plan to control
future health care cost increases. 1991 pension and benefits expense also increased by approximately $11
million as a result of costs associated with the retirement incentive program, principally special termination

benefits.

In 1990, employee costs increased by $22.0 million primarily as a result of annual wage increases and
salary progressions, increased benefit costs, acquisitions, and growth in the Company’s unregulated
subsidiaries. These increases were substantially offset by the effect of an early retirement program in 1989,
under which approximately 1,700 management employees received financial incentives and left the Company.
In addition, 1990 employee costs decreased by $64.4 million due to the effect of accounting for the Company’s
leveraged employee stock ownership plans (ESOPs), which became effective on January 1, 1990. Under ESOP
accounting rules, the portion of the Company’s contribution representing interest on the ESOP debt is
classified as interest expense. This decrease in employee costs was partially offset by a $23.0 million increase
in the Company’s matching contributions to the saving plans.

Depreciation and amortization expense decreased $78.5 million in 1991. The decrease was caused by the
absence of approximatety $150 million in depreciation and amortization due to the effects of the completion
of accelerated amortization of certain plant assets, the completion of depreciation of certain switching
equipment and the conclusion of regulator-approved amortization of depreciation reserve deficiencies at
several of the telephone subsidiaries during 1990. In addition, the previously mentioned de-emphasis of the
Financial Services companies also had the effect of decreasing 1991 depreciation through reduced amounts of
leased equipment held by these companies. These decreases were partially offset by growth in the level of
depreciable plant at the telephone subsidiaries and increases of approximately $43 million resulting from
represcribed depreciation rates at several of the telephone subsidiaries. Depreciation and amortization expense
decreased by $42.7 million in 1990, reflecting the effect of 1989 write-downs for the value of goodwill,
amortizable spare parts inventories and other assets of certain unregulated subsidiaries, which increased 1989
expense by approximately $164 million. 1990 expenses also included growth-related increases in depreciable
plant and the impact of represcribed depreciation rates.

Other operating expenses decreased $31.1 million in 1991 due in large part to the Company’s cost-
containment efforts which more than offset inflationary increases. The de-empbhasis of the Financial Services
companies, including the effect of the 1990 disposition of Computer Products, reduced expenses by $54.9
million. In addition, a higher provision for uncollectibles in 1990 at Bell Atlantic Mobile Systems, Inc.
(Mobile Systems) and the July 1991 transfer of the Company’s European computer maintenance business to
a joint venture had the effect of decreasing 1991 expenses when compared with 1990. Substantially offsetting
these decreases in other operating expenses were 1991 increases including approximately $58 million of
restructure-related costs associated with the retirement incentive program and $21.4 million of additional
capital stock, property, and gross receipts taxes related to the previously mentioned tax legislation in
Pennsylvania, Results for 1991 also included higher expenses resulting from the June 1990 acquisition of




